Michigan Departrnent of Treasury
498 {02/06})

Auditing Procedures Report

lssued under P.A 2 of 1968, as amanded and P A 71 of 1919, as amended.,

Lozal Uni of Govemment Type Local Unit Name County
OCounty [OCity DOTwp [Xvilage [JOther | Village of Pellston Emmet
Fiscal Year End Opinion Date Date Audit Report Submitted to State

February 28, 2007 July 24, 2007 August 30, 2007

We affimn that;

We are cerified public accountants licensed to practice in Michigan.

Wa further affirm the following material, “no” responses have been disclosed in the financiai statements, including the notes, or in the
Management Letier (report of comments and recommendations).

Check sach applicable box below. {See instructicns for further detail.)

The Jocal unit has adopted a budget for all required funds.

A public hearing on the budget was held in accordance wilh State statute.

The local unit has not violated the Municipal Finance Act, an order issued under the Emergency Municipal Loan Act, or
other guidance as issued by the Local Audit ang Finance Division.

The local unit only holds depositsfinvestments that comply with statutory requirements.

All required component units/fundsfagencies of the local unit are included in the financial statements and/or disclosed n the
reporting entity notes to the financial statements as necessary.

There are no accumulated deficits in one or more of this unit's unreserved fund balances/unrestricted net asseis
(P.A. 275 of 1880) or the local unit has not exceeded its budget for expenditures.

The local unit is in compliance with the Uniform Chart of Accounts issued by the Department of Treasury.

The local unit has not been delinquent in distributing tax revenues that were collected for anather taxing unit.

The local unit has no illegal or unauthorized expenditures that came to our altention as defined in the Bulfelins for
Audits of Local Units of Government in Michigan, as revised (see Appendix H of Bulletin)

There are no indications of defalcation, fraud or embezziement, which came 1o our attention during the course of our audit

that have not been previously communicated to the Local Audit and Finance Division (LAF D). If thers is such activity that has
not been communicated, please submit 2 separats report under separate cover.

The local unit is free of repeated comments from previous years.

The board or councit approves all invoices prior to payment as required by charter or statute.
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accepted accounting principles {GAAP).
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To our knowiedge, bank reconciliations thal were reviewed were performed timely

The local unit has complied with GASB 34 or GASB 34 as modified by MCGAA Statement #7 and other generally

If a local unit of government (authorities and commissions included) is operating within the boundaries of the audited entity and is not
included in this or any other audit repont, nor do they oblain a stand-alone audit, please enclose the name(s), address{es), and a
description(s) of the authority andfor commission.

I, the undersigned, certify that this statement is complete and accurate in all respects.

We have enclosed the following:

Enclosed | Mot Required (enter a brief justification)

Financial Statements

The letter of Comments and Recommendations

Other (Describe)

]

Cedified Public Accountand (Firm Mame)
Hifl Schroderus & Co., LLP

Telaphone Number

231-347-4136

Streot Address City State Zip

923 Spring St PO Box 695 Petoskey MI 49770

Auth n:u\'l CPA Signature Printed Name License Number
U WM. \/ James Cusenza 1101012888
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. Hill « Schroderus & Co., LLP

o

T CeTitied PUDIC Accountants & Consultants

July 24, 2007

independeant Audiiors' Repori

Vilage President and Council
Village of Peliston, Michigaon

We have audited the accompanying finonciat statements of the governmental acfivifies, the aggregate
discretely presented component unit, each major fund and the aggregate remaining fund information of
the Village of Pellston. Michigan, as of ond for the veor ended February 28, 2007, which collectively
comprise the Vilage's basic financial statemenis as listed in the tabie of contents. These financial

statements are the responsibility of the Villoge's managemeni. Our responsibility is to express opinions on
these financial statements based on our audil.

We conducted our auditin gccordance with auditing standards generclly accepled in the United Stales
of America. Those standards reguire that we plan and perform the audit to cbiain reasonable assurcince
aboul whether the financial statements are iree of material missiaiement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An cudit also
includes assessing the accounting principles used and significant estimates made by managemend, as

well as evaluating the overall financial statement presentotion. We believe that our audit provides ¢
recsonable basis for owr opinions,

In our opinion, the financial statements referrec to above prasent faitly, in all meterial respects, the
respective financial pesition of the governmeniol aclivities, the oggregaie discretely presented
component unit, each major fund, and the aggregate remaining funs information of the Vilage of
Pellston, as of Feloruary 28, 2007, and the respeciive changes in financial position, thereof for the year then
ended in conformity with accounting principles generally accepted in the United States of america.

The budgetory comparison information, as fisted in the iable of contents, are not a required part of the
basic financial statements but are supplementary information reguired by accounting principies generaliy
accepfed in the Unifed Siates of Americo. We hove applied cerfain limited procedures, which consisied
principally of inguiries of management regarding the methods of measurement and presentation of the

reguired supptementary information. However, we did not oudit the information ond express no opinion on
i.

The Villoge of Peliston has not presented management's discussion and andlysis that accounting principtes
generally acceptedin the United States of America hos delermined to supplement, althcugh notrequired
to be part of the basic financial stotements.

ol Sthdownt Lo

CERTIFIED PUBLIC ACCOUNTANTS
Fetoskey, Michigan

|

923 Spring Street %+ P.O. Box 695 + Petoskey, M1 49770 ¢ 231.347-4136 & Fax: 231-347-4147 < E-mail: staffname@hs-co.com



Viliage of Pellston
Statement of Nef Asseis
February 28, 2007

Primary Governmeant

Component Unit

Sovemmenial Downtown
Activities Development Authority
Assets
Current Assels
Cosh $ 612,708 $ 11,034
Taxes receivable 31,404 -
Due from other governmental units 41,254 -
Totad current assets 685,366 11,034
Noncugrent Assets
Copitol assets 2,154,409 -
Less: accumulated depreciation {1.016,754) -
Total noncurent assets 1.137.455 -
Total assals $ 1,823,021 $ 11,034
Ligbilities and Nat Assets
Current Liabiiities
Accounts payable $ 6,189 $ -
Accrued expenses 7,349 -
Accrued inferest 21,789 -
Notes payable, due within one year 5,000 -
Bonds payabie, due within one vear 55,300 -
Total current licbilities 95,427 -
Noncurrent Liabllities
Notes pavable. noncurent 35.000 -
Bonds payabie, noncurent 56%,700 -
Total noncurrent liabilifies 604,700 -
Total iabilities 700,327 -
Nef Assets
Invested in copital assets, net of relaied debt 667967
Restricted jor:

Construction of vilage hall 106,293 -
Debt service 87,406 -
Unrestricted 241,028 11,034
Tolal nat assets 1,122,694 11,034
Total iakilities ond net assets $ 1,823,021 5 11.034

See accompanying noles 1o the basic fingncial siatements.
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Assets

Cash

Taxes receivable

Due from other governmental uniis
Due from other funds

Total assets

Liabilities ond Fund Balances

Liabllifies
Accounts poyable
Accrued expenditures
Due to other funds

Total habiiiiies

Fund bolances
kReserved tor
Debt service
Villoge Hall project
Unreserved:
Undesignated

Toigl tund balances

Toial liokilities and fund balances

Village of Peliston
Balance Sheet
Governmentaf Funds
February 28, 2007

Major Local 1996 GO
General Street Street Fire Debt
3 1146.80 g 9.699 $ 12,375 $ 33.851 $ 75337
20,684 - - - 10,720
25,904 2769 5.581 - -
12,494 - . - .
$ 175,883 $ 19,468 $ 17,956 $ 33,851 $ 86,057
$ 618 5 - s - 5 - $ -
7,349 - - - -
- 4,084 2.80% 1.214 -
13,538 4,084 2,809 1,214 -

- - B&,057
162.345 15,384 15.147 32,637 -
162,345 15,384 15,147 32,8637 86,057

$ 175.883 $ 19,468 $ 17,956 $ 33,851 $ 86.057

Ses occompanying notes 1o the basic financial statements,



1996 Ml

Fire General Total
Transporiaiion Viltage Hall dinking Equipment Governmental

GO Debt Projiect Fund Fund Funds

3 1,349 $  308.314 $ 31,922 3 3.401 $ 593,049

- - - - 31,404

- - - 41,254

- ~ - - 12,494

3 1.34% 3 308,314 $ 31,922 $ 3,401 $ 678,201

) - $ - $ $ - 5 6.189

- - - 7 249

- - - - 8.107

- - ~ 21.445

1,349 - - B7,.406

- 308.314 - - 308,314

- 31.922 3,407 260.836

1,349 308,314 31.922 3.401 656,556

i) 1,349 $ 308,314 3 31,9522 $ 3,401 $ 678,201




Village of Pellstan
Reconciliation of Governmeanial Funds Balance Sheet to the
Statement of Nef Assets
February 28, 2007

Total Fund Balance - Governmental Funds

Amounts reported for governmental aciivities in the statement of net assets
are different because:

Governmeniot funds report capital outiays as expenditures, However,
in the statement of net assets, these assets are capitalized and depreciated
over their estimated useful lives,

Governmentcl copiict assets
Accumulated depreciation

Governmental funds report inlerest when due, whereas in the sigtement
of net assels, interest is accrued on oulstanding bonds and notes.

Long-term liabilities, including bonds and notes payable, are not due and
payable in the current period and thergfore arg not reporiedin the
governmental funds.

The internal service fund is used 1o charge motor vehicle usage costs
fo varous depariments within the Village. The assets and tiabilities
of the internal service fund is included in govermmental aclivities
in the siatement of net asssls,

Net Assefs of Governmenial Activities

See accompanying notes o the basic financial statements 5

$

656,556

1,968,902
(877,280}

(21.,789)

(665.000)

61.305

3

1,122,694




Villoge of Pellsfon
Statement of Revenues, Expendiiures, and Changes in Fund Bolances
Governmental Funds
For the Year Ended February 28, 2007

Maojor Local 19296 GO
General Sireet Streetl Fire Debt
Revenues
Property taxes $ 132388 3% - % - $ - & 6B.608
State shared revenues ?0.717 47,624 30,922 775 -
Contributions from local units - - - 649 .
Charges for services 1,145 - - 59,772 -
Interest and rentals 3,391 207 280 866 792
Other 4,417 - - - -
Total revenues 234,058 47,831 31172 62,362 69,400
Expenditures
Current;
Cenerct government 70,208 - - -
Public safety - - - 58,446 -
Public works 59,079 48,299 25,653 - -
Heolth and weltare 1,200 - - - -
Community and economic development 4.625 - - - -
Recreation and culiure 31,233 - - -
Capital Quilay 85379 - - - -
Debt sarvice - - - 7025 49 979
Total expenditures 252.224 48,299 25,653 65,471 49 979
Excess (deficiency] of revenueas
over expenditures (18,166} {468 3.519 [3,109) 19,421
Cther financing sourceas (uses)
Sale of property 77.825 - - - -
Operating iransters in - - 2,500 20,000 -
Operating transters out {20,000) 18,711} - (14,175} -
Bond proceeds - - - - -
Totol other financing sources [uses) 57.825 {8,711) 2.500 5825 -
Net change In fund balances 39.65% [9,179) 8.019 2,716 19,421
Fund balances - beginning of year 122,684 24,563 7,128 29,921 46,636
fund bailances - end of year $ 162,345 % 15,384 $ 15147 $ 32,837 $ 86,057

See cccompanying noles to the basic financicl statements.



1996 M Fire General Total
Tronsportaiion Viloge Holl Sinking Equipment Governmenial
O Debt Project Fund Fund Funds

\ - 3 - $ - $ - $ 200,996
: - : - 170,038

- - 5,000 - 5,949

- - - - 60917

65 - 451 ) 8,023

- - - - 4,417

é5 - 5,451 ] 450.340

- - 70,294
- - 2,626 - 61,072
. - 133,031

- - - - 1,200

- - - - 4,625

- - - - 31.233

- - - 85.879
14,572 - - - 71.576

14.572 86 2,624 - 458.910

{14,507) (36} 2,825 | {8.570)

- - - - 77.825
6,211 3,400 10,775 3.400 46,284

- . - - (42,886}
- 305.000 - . 305,000

6,211 308,400 10,775 3.400 386,225

[8.296) 308,314 13,600 3.401 377,655

9,645 - 18,322 - 278,901

$ 1,349 ] 308.314 3 31922 b 3,401 3 656.556




Village of Pellston
Reconciliation of the Siatement of Revenues, Expenditures, and
Chaonges in Fund Bolonces of Governmental funds to the
Statement of Activities
For the Year Ended February 28, 2007

Net Change in Fund Balances - Total Governmental Funds 3 377,655

Amounts reported for governmental activities in the sfatement of activities
are different because:

Governmental funds report capital outlays as expendiiures. However,
in the sfatement of aclivities, the cost of these assets is allocaied over
thetr estimated useful lives os depreciation.

Expenditures for capital assets 85879
Current year depreciaiion (V10,311

Governmenial funds report bond and noife proceeds as an other financing
source, while repayment of principal is reporied as an expenditure.

Proceeds from issuance of bond (305,000}
Repaymeni of bond and noie princinal 50,000

interest on long-term debt is recognized os an expenditure when it is
due in the governmentat funds. However, in the statement of activities,
inferest expense 1s recognized ¢s the interest accruss, regardiess of
when if is due. 9,734

The internal service fund is used 1o charge molor vehicle usage costs
to various departmenis within the Vilage. The nef revenue {expense) of
the internal service fund is included in the governmental octlivities in
the statement of activities. {14.488)

Change in Nef Assets of Governmental Activities $ 93,477

See acocompanying notes 1o the basie finoncial statements, 7



Village of Pellston
Statement of Net Asseis
Proprietary Funds
February 28, 2007

Assels

Current Assefs
Cash

Noncurrent Assets
Capital assets
Less: accumulgied depreciation

Total noncurrent assets

Tolal assets

Ligbilities and Net Assels

Current Liabilities
Due to other funds

Net Assefs
Invested in capital assets, net of related debt
Urrestricted

Total net assets

Total iabiiities and net assats

See accompanying notes to the basic financial siciements. 8

Governmental Aciivities-
Infernal Service Fund

3 19,659

185,507
1139,474)

46,033

$ 65,692

$ 4,387

46,033
15.272

61,305

$ 45,492




Vlillage of Pellston
Statement of Revenues, Expenses, and Changes in Fund Nel Assefs
Proprietary fund
For the Year Ended February 28, 2007

Governmental Activities-
internal Service Fund

QOperaling revenues

Charges for services $ 41,839
Operating expenses
Parsonal services 17,149
Supplies 13,400
Utilities 3,910
Insurance 3,386
Repaoirs 3,016
Depreciation 10,392
Total cperating expenses 53,253
Operaiing income {loss) {11.414)
Noneperating revenues {expenses)
Inferest revenue 328
Income [loss} before operaling transiers {11,088}

Other financing scurces (uses)

Croerating transfers out {3,400
Change in net assefs {14,48¢4)
Total net assefs - beginning 75,797
Total net assefs - ending $ 61.305

See accompanying notes 1o the besic fnancial stolements, 9



Village of Pelision
Statement of Cash Flows
Proprietary Fund
For the Year Ended February 28, 2007

Governmental Activities-
Internal Service Fund

Cash fliows from operating activities

Cash received from other funds for services $ 48,860
Cash payments fo suppliers for goods and services (29 854}
Cash payments to emplovees for services {12,762}

Net cash provided (used) by operating activities 6,244

Cash flows frem non-capital
financing activifies
Operaling fransfers-out to other funds {3,400}

Cash fiows from investing actlvitles
interest received

328
Nefincrease (decrease) in cash 3172
Cash, beginning
16,487
Cash, ending
3 19,659
Reconciligiion of operating income to net cash
provided [used by) operafing activities
Operaling income {koss) -
Adjustments to reconcile operaling income fo 3 {11,414])
net cash provided by operaiing activities:
Cepreciation
Increase (decrease) in amounts due fo other funds 10,392
[Increcse} decrease in amounts due from other funds 245
7021
Total adjusiments
17,658
Net cash provided {used) by operating activities
$ 6,244

See nccompanying notes to the baosic financial stalemeant. 10



NOTE 1:

VILLAGE OF PELLSTON
NOTES TO FINANCIAL STATEMENTS
February 28, 2007

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Viloge of Pellston was incorporated under the provisions of Act 3 of 1895, The Vilage
operates under o Council-President form of government and provides the following services as
authorized by ifs charter: public safety (police ond fire). highwaoys and streefs, sanitation,

cullure-recreafion, public improvements, planning and zoning. and general administrotive
services.

The Vilage's finoncial statementis cre prepared in accordance with gensrally accepied
accounfing principles (GAAF). The Govermmental Accounting Standards Board [GASB} is the
standard-setiing body for governmental accounting and financicl reporting. The Village's
reporting entity applies oll retevant Governmental Accouniing Standards Board {GASE)
pronouncements. Proprietary flunds and similcr component unils apply Financiol Accounting
Standards Board [FASB) pronouncements and Aaccounting Principles Board [APB) opinions
issued on or before November 30, 1987, unless those pronouncements confliict with or
coniradict GASB pronouncements, inwhicn case, GASB prevails, Pronouncements of the FASR
issueg afier November 30, 1989 are not applied in the preporation of the financial statements
of the propnetary funds and similar component uniis in occordance with GASE Statemant No.
20. The following is @ surnmary of the significant policies used by the Viloge of Pellston:

REPORTING ENTITY

These financial siotements present the Vilkage |the orimary government) and its component
urit. As defined by GASBS No. 14, component units ore legally separaie enfilies that are
included in the Vilage's reporting entity becouse of the significance of their operating or
fimancicl relationships with the Vilags. The primary government is required 1o considear ofher
organizations for which the nature and significance of their relationship with the primary
government are such that exclusion would couse the reporting entity's inanciat statements io
be misleading or incomplete.

Discrefely Presenied Component Unit

Downtown Development Authority - The Downtown Development Authority, which was
established pursuant 1o ithe provisions of Public Act 197 of 1975, os amended, isgoverned by @
nine person bocard, The purpose of the Authaority is 1o prevent the deleroration and promote

~economic growth within ¢ specified business disrizl. The Authority is funded by @ specified

annudl property tax caplure of o portion of all units' Ievies which may only be used for
activities within the tax increment finonce district. Separate financial statements for the
Downtown Development Authorliy are not issued.

BASIC FINANCIAL STATEMENTS — OVERVIEW

The Village of Pellsion's basic financial siatements include both govemmeni-wide {reporiing
the Village as o whole) and fund financial siatements {reporting the Vilage's major funds).
Both the government-wide and the fund linancial statements categorize primary government
activifies as either governmeantal or business-type. Governmental activities, which normally ore
suppored by taxes and infergovemnmental revenues, are reported separatsly from business-
type activilies, which rely 1o a significant exient on fees and charges for support. The primary
government is reported separaiely from legally separate component unifs for which the
primary govarnment is financially accouniable.



NOTE 1:

NOTES TO FINANCIAL STATEMENTS - CONTINUED
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED
BASIC FINANCIAL STATEMENTS - GOVERNMENT-WIDE STATEMENTS

The government-wide finoncial statements report information on all of the nonfiduciary
activities of the primary government and its component units. Asa general rute the effect of
inferfund activily, such as overhead cosis, nas been eliminated from these statements. The
govermnment-wide focus is more on operalional efficiency, the sustainability of the Village os an
eniity and the change in 1he Vilage's net ossels resulting from the current year's activities.

The internal service fund is consclidated into the govemmental column when presented at the
government-wide level, This is because the principal users of the internal service are the
Village's governmental aclivities. The nei profil/loss in the intermnal service fund is allocated to
ihe functional aclivity {public satety, public works, efc.] based upon usage.

in the government-wide Statemeant of Net Assels, the governmental activities are presented on
a consolidated basis, Due to the full accrual, economic resource basis, all long-term asseis
andreceivables, os well as long-term debt and obligations are recognized. The Village's net
assels are reported in fhree parts —invested in capiial assels, net ofreloted debt; restricted net

assets: and unrestricied net assets, The Vilage first ulilizes restricted resources to finance
qualifying activities.

The governmeanf-wide Statement of Activitias deronstrates the degree to which the direct
axpenses of a given function or segment are offset by progrom revenuss. This siotement
reduces gross expenses (including depreciaiion) by relaled program revenues, which include
charges for services, operafing grants and capital grants.

The program revenues must be directly associated with the function or segmeni. Program
revenues nclude: [1} charges o customers or applicants who purchase, use, or directly benefil
from goods, servicas, ar privileges provided by o given funciion or segment; and {2} grants and
confributions that are restricted to meeting the operational or capital requirements of G
particular function or segment, Taxes and otheritems not propery included among program
revenues are reported os general revenue,

BASIC FINANCIAL STATEMENTS — FUND FINANCIAL STATEMENTS

The finoncial fransactions of ihe Vilage ore reported in individual funds in the fund tinancial
stafemenis.  Each fund s accounted for oy providing o separate set of self-balancing
accounts  that  comprise  its  assels,  liopilities, fund  balances, revenuss  and
expenditures/expenses. The focus of the fund financial statements is upon the determination

of financial position and changes in financial posiiion {sources, uses, and balances of inancial
resourcest.

Government resources are allocaled 1o and accounted for in individual funds based upen the
purposes for which they are to be spent and ihe means by which spending activities are
controed. The emphasis in the fund financial statements is on the major funds in the
governmental or business-type cotegones.  GASBS No. 34 seis forth minimum criteria
(perceniage of the assets, iabilities, revanues or expenditures/expenses of the governmenidl
and oropriefary funds) for the determination of major funds.



NOTE I:

NOTES TO FINANCIAL STATEMENTS - CONTINUED
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED

BASIC FINANCJAL STATEMENTS - FUND FINANCIAL STATEMENTS - CONTINUED

Governmental Funds

General Fund ~ The Generdl Fund is the general operaling fund of the Village, It is used fo
account for all financial resources excep! those required 1o be accounted for in another fund.

Major and Local Street Funds — The Sireet Funds cccount for the operation of the sireet
depanments. Primary financing s provided by the Vilage's share of state gasoling jaxas.
State law reguires these gasciine taxes be used to maintain straets.

Fire Fund - The Ffire Fund accounts for the operafion of the Fire Department. Funding (5
provided by local townships, grants and fransfars from the General Fund which the Village uses
fo provide public satety services.

19%6 General Obligation and 1996 Michigan Transportation General Obligation Delbt Funds —
The Debt Funds accounts for the payment of inferest and principal on long-term bonds.

Fire Sinking Fund - The Fire Sinking Fund accounts for iransfers from other funds and donations
for the purpose of acguiring fire equipment for the fire deportment,

Villoge Hall Project - The Vilcoge Rall Project Fund accounts for the expenditure of the
proceeds of the 2007 general obligation bonds for the purpoese of acquiring, and rencvaling
& new villoge hall.

General Equipment Fund - The General Equipment Fund accounts for iransters from otherfunds
for the purpose of acguiring new equipment for the vilage as needed.

Proprietarvy Funds

The focus of the proprietary funds is upon the determinaiion of operating income, changesin
fund net assets, financial posiion, and cash flows, which is similar 1o jor-profif businesses. The
following i3 a description of the non-mdajor propriefary fund of the Village:

Motor Vehicie and Equipment Fund — The dMotor Vehicle and Equipment Fund is an internal
service fund. This fund accounds for the cost of acquiring, mainigining and providing vehicle
and equipment usage 1o various Villoge depariments.

Proprieiary funds distinguish operafing revenues and expenses from nonoperating ilems.
Operating revenues and expsnses generally result from providing  services and
producing/delivering goods in connectlion with o proprietary fund's principal ongoing
operation. The principal operating revenues of the Village's proprietary fund gre charges 1o
customers for services. Operaiing expenses for this fund includes the cost of sales [wages,
insurance and rent] and depreciation on capital assets. Al revenuss and expenses not
meeting this definition are repored s nonoperating revenueas and expenseas.



NOTE 1!

NOTES TO FINANCIAL STATEMENTS — CONTINUED
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED

BASIC FINANCIAL STATEMENTS - FUND FINANCIAL STATEMENTS - CONTINUED

BASIS OF ACCOUNTING

Bosis of accounting refers 1o the point at which revenues ond expendiiures/expenses are
recegnized in the accounts and reported 0 the financial statements. Baosis of accounting
relates {0 the timing of the medasurements made, regardless of the measurement focus
applied,

The government-wide statements are reported using the economic resowrces measurernent
iocus and the full accrual basis of accounting, which incorporates long-ierm assets and
receivables as well aslong-ierm debt and obligafions. Revenue isrecorded when earned and
expenses are recorded when a lability is incurred, regardless of the iming of related cash
flows. Property taxes are recognized asrevenue in the year for which they are levied. Grants
and similar items are recognized as revenue as soon as afl eligibilify requirements imposed by
ihe provider nave beenmaeal. Expenditures generally are recorded when g ligbility is incurred.

Al proprigtary funds, pension irust funds and agency funds are accounted for using the full
accrual basis of accounting. Their revenues are recognized when they are eamed and their
expenses are recognized when they are incumed.

Govermnmenital fund financiol staterments are reporied using the current financial rescurces
measurement focus and the modified accrual basis of accouniing. Revenues are recordedin
fne accounting period in which they are eamed. os tong as they are both available and
measuraole, Revenues are avaiable when received within the curent period or within 60
days after year end. Expenditures are recorded inthe accounting perod inwhich the liability
is incumed, as under full accrual accounting. However, debt service expenditures,
expendiures relating to compensataed absences. and claims and judgments are recorded

only whan poyment is due.
ASSETS, LIABILIVIES, AND NET ASSETS OR EQUITY

Cash and Cash Equivalents

Cosh and cash equivalenis are considered 1o be cash on hand, demand deposits and short-
term investrnents with a maturify of three months or less when acguired.

infedund kReceivables/Pavables

Qutsianding balances between funds are repored as "due 1o/from other funds” on the
batonce sheet of the fund financial staiements and are eliminated on the Sfatement of Net
assetfs of the government-wide financicl siaterments.



NOTE 1.

NOTES TO FINANCIAL STATEMENTS - CONTINUED
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

ASSETS, LIABILITIES, AND NET ASSETS OR EQUITY - CONTINUED
Capital Assets

Capital assets, which include property, buildings. equipment ana infrastructure assets {e.g.,
roads, bridges, sidewalks and sirmitar iterms) are reporied in the govemmental activities column
in the government-wide financial siatements. Capital assets are recorded by the Village when
the initial individual costs are equal 1o or gregter than $5,000.

Capital assets are recorded ot historical cost or estimated historical cost if purchased or

constructed. Donated capital assets are recorded at estimated foir market value at the date
of dongtion.

Property, buildings and equipment gre depreciafed using the straighi-iine method over the
following useful fives:

Buildings 4010 60 years
Buiiding tmprovements 1510 30 yvears
Streets, Curbs and Gutiers 10 to 30 years
Vehicles 3to Svyears
QOffice Equipment Sto 7 vears

Long-Term Obligations

In the government-wide financial statements and the propriefary fund financial statements,
long-term debf and other long-term obligations are reporied s liabilities. Bond premiums and
discounts, as well os issuance cosis, are defemrea and amortized over the life of the bonds. In
the fund financial statements, governmental fund types recognize bond premiums and
discounts. as well as bond issuance cosis during the current period, The face amouni of debt
issued is reported as other financing sources, Pramiums received on debt ssuances are
reporfed as other financing sources while discounts are reported as other financing uses.
lssuance costs are reported as debt service expendiures.

Fund Eauify

in the fund financial sigtements, govemmental funds report reservations of fund balance for
amounts that are not avaitable for appropriation or are legally restricted by outside parties for

aspecific purpese. Designations of fund balance represent tenialive management plans thot
are subject to change.

COMPARATIVE DATA

Comparalive dala for the prior year is not included in the Villoge's financial siatements,



NOTE 2:

NOTE 3:

NOTES TO FINANCIAL STATEMENTS — CONTINUED

STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

Annual budgels are adopied on a basis consistent with generally occepied accounting

principles for all operating funds of the Village, Budgelary controlis legally maintained atf the
fund level.

The Vilage follows these procedures in establishing the budgetary data reflecied in the
financial statements;

1. Prior to March 1, the Villoge President subomits to the Viloge Council o propesed
operating budget for the upcoming fiscal vear. The operating budget includes
proposed expendituras/expenses and the means of financing them.

2. A public hearing is conducted af the Village Hall o obtain faxpayer comments,
Prior to March 1, the fund budgets are legoily enacled through passage of resolutions,

4. The Vilage President is quthorized o fransfer budgeted amounis between
departmenis within any fund: however, any revisions that aller the total
expendiiures/expensas of any fund must be approved by the Vilage Council.

3. Formoi budgetary integration is employed as @ management control device
during the year for the General and Special Revenue Funds.,

é. Budgeted amounts are o3 originally adopted, or as amended by the Villoge Council.

7. Encumbrances, which are commiimenis related to unperiormed contracts for goods or
services, lapse at year-end and are re-appropraied as port of the subsequent year's
budget.

Excess of Expenditures Over Appropriations in Budgeled Funds

The Village is required under Public Act 421 fo adopt o budget for the General and Spacial
Revenue Funds. During the yvear, the Village incurred expenditures in the following fund which
were in excess of the omounts appropriaied as foliows;

Amount of
Fund Appropriction Expendiiures vVariance
Major Street $ 49,000 $ 57,010 $ {8.010)

CASH

Michigan Compiled Laws, Section 129.91, authorizes the Village to make deposits and invest in
the accounts of federally insured banks, credit unions, and savings and loon associafions which
have an office in Michigan. The Vilage is allowed o investin bonds, securities and other direct
obligations of the United Staies or any agency or instfrumentalify of the United States; United
Stales government or federal agency obligations; repurchase agreements; bankers'
acceptance of United States bonks: commercial paper rofed within fhe two highest
classificalions which mature not more than 270 days after the date of purchase; obligaiions of
the State of Michigan or its political suibdivisions which are rated os investment grade; and
muiugl funds composed of investment vehicles which are legal for direct invaesiment by local
units of government in Michigan,

The Vilage's deposits and investiment policy are in accordance with siatutory authority.



NOTE 3:

NOTE 4:

NOTES TO FINANCIAL STATEMENTS — CONTINUED
CASH - CONTINUED

Custodial Credi Risk — Daposifs

Custodial credit risk is the risk that in the event of a bank failure, the government's deposits may
not be returned to it At February 28, 2007, the carrying amount of the Village's deposits,
including the fiduciary fund, was $623.742 and the bank batance was $626,143. Of the above
batance in cash, $103,414 was covered by federal depository insurance. The Village may
experience significant fluctuations in deposii balances throughout the yeor.

PROPERTY TAXES

Property taxes are levied and become ¢ lien on property as of July 1 on the State taxabie
valuation of property in the Village as of the preceding December 31. The Viilage bills and

collecisits own property taxes. Property toxes are recognized asrevenue in the year for which
fhey are levied.

The Villoge s permitted by charter to levy taxas, subject to State Headles and Truthin Taxaition
provisions, up to $12.50 per $1,000 of toxable valuation for general governmental services other
inan the poyment of principal ond interest ontong-term debt ondin unimited amounts for the
payment of principal and interest on general obligation long-term debt. The 2007 Siate
toxable valuation of the Village of Pellston totaled 313,742,729,

The fox rates for the year ended February 28, 2007, were as follows:

Purpose Rate/Taxable Valugtion
General governmental services 2.4884 per $1,000

Poyment on principol anda inferest
on general obligotion long-term debf  4.9925 per $1.000



NOTES TO FINANCIAL STATEMENTS - CONTINUED

NOTE 5:  INTERFUND RECEIVABLES AND PAYABLES

The interfund balances within the primary government are as follows:

inferfund Interfund
Receivable Payable

Generol Fund 3 12,494 $ -
tMaijor Sireet Fund - 4,084
Local Street Fund - 2,809
rire Fund - 1,214
Intarnal Service Funds - 4,387
$ 12,494 3 12,494

NOTE 6:  INTERFUND TRANSFERS

Owperating transters within the primary governmeant are as follows:

Transfer in Transter Out
Generol Fund 3 - g 20,000
wmajor Street Fund - 8,711
Local Street Fund 2.500 -
Fire Fund 20,000 14,175
1996 Ml Trasnp GO Debt Ffund 8,211 -
Villcge Hall Project 3,400 -
General Eguipment 3,400 -
Sinking Fund-Fire 10,775 -
Internal Sarvice Fund - 3,400

$ 46,286 3 46,286

The operating fransfers are mainty for public safety operations and debi service.
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NOTES YO FINANCIAL STATEMENTS — CONTINUED
NOTE 7:  CAPITAL ASSETS

Capital asset activity of the Village's primary government for the current year was os follows:

Bolance Balance

March 1, 2006 Additicns Delzficns February 28, 2007

Governmental Activities

Capital Assets Not

Being Depreciated:
Land § 48300 % - $ - $ 44,300
Contruction in progress - 80,209 - 80,209
Sublotal 46,300 80,209 - 126,509
Capital Assets
Being Deprecioted:
Buildings 344,000 - - 344,000
Equipment 49.898 5,670 - 55.568
vzhizles 719,249 - - 719,249
Infrastruciure 889.083 68%,083
Subtotal 2022230 5470 2,027,500
Less Accumuloied Depreciation;
Buildings {135,527 (7.280] - (138,100}
fauipment {20,198] (.09 - (28,289
Vehicles {362,033 163,878} - (425,911}
tnfrastruciure [333.0C0) [44,454) - (427 ,454)
Subtotad [896,051} {120.703) - (1,016,754}
Net Capital Assels
Being Deprecialed 1126179 {115.033) - 1,011,146
Governmenial Activilies Nef
Capital Assefs $ 1172479 5 (34824 § - $ 1,137,455
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NOTE 7:

NOTES TO FINANCIAL STATEMENTS - CONTINUED

CAPITAL ASSETS = CONTINUED

Depreciation expense was charged 1o the primary governmant as follows:

Governmenfal Aclivities

General government $ 1500
Public safety 60,777
PUblic works 45,154
Recreation and culiure 2.880
Capital assets held by the government's internal
service funds are charged to the various functions
pased on their usage of the assets 10,392
Total depreciation expense - governmenial aclivities $ 120,703
Consfruciion Commitments
Tne Vitage has on active construciion project af year-end.
Project Expendsad
Project stimates 1o 02/28/07 Commitied
Village Hall Project $ 450,000 % 80,205 % 361,239

Proprieigry Fund Type Property, Plant and Equipment

Proprietary fund type property, plant and equipment at February 28, 2007 are summiarized as

follows:

Internal

Sewice
Buldings ) 35,000
Equipment 14,258
Vehicies 134,249
Total 185,507
Lass: accumulated dep. 1139,474)
Net $ 46,033
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NQTE 8:

NOTE ¢:

NOTES TO FINANCIAL STATEMENTS - CONTINUED

LEASE AGREEMENT WITH THE FRIENDSHIP CENTERS

The Vilage of Peliston senior center building was construcied onland leased to the Friendship
Centers for a term of 20 years starting on Septembber 1, 1984, This lease will cutomatically
renew for an odditional 20 years, uniess the lesses cancels af the end of the first 20 years. At
the expiration of this leaise, the property and building wilt revert fo the Villoge. During the term
of the lease, the lessee agrees to provide programs pamarily for the benefit of senior citizens.

The lessor agrees to provide snowplowing, water service and pay for up 1o $1.200 of utilities per
year,

DEFINED BENEFIT PENSION PLAN

Plan Description

The Village of Peliston paricipates in the Municipat Employess' Refirement System of
Michigan{MERS], an agent mulliple-employer defined benefit pension plan. MERS was
esiablished by the State of Michigan for punoses of providing retirement, survivor and disabifity
benefits on a voluntary basis 1o the State's local government employees. MERS issuss a
publicly available financial report that includes financiol staterments and required
supplementary information. That report may be obiained by writing to Municipal Employees
Refiremnent System of Michigan, 1134 Municipal Way, Lansing, Michigan 48917,

funding Policy

Members of the Village of Pellston are required ic contribute 3% of theilr annual compensation.
The Village is required fo contibuige any additional amaounts necessary to fund the system using
fhe actuarial basis specified by statuise. The coniribution requirements of plan members and
the Villaoge are established and may be amended by the MERS board.

Annual Pension Cost

For the fiscal vear ended February 28, 2007, the Village's required and actual confribuiions
ware $1.,652. The annual required confribufion was determined as port of an actuarial
valyation ot December 31, 2005, using the entry age normal funding method. Signiiicant
actuarial assumpiions included {a) 8% investmeni raie of returmn [nef of administrative
expenses]; and (D) projecied sclory increases of 4.50% peryaar. Both {a) and (b included an
infiaiion component of 3% to 4%. The acluarial value of the Village's assels was determined
on the basis of o valuation method that assumes ine fund eams the expected rate of return
(8%, and includes an adjusiment 1o reflect market value. The Villoge's unfunded cciuariol

accrued ligbilities are ameriized by o level percent of payroll coniribufions over o 30 year
period.

Trree-Year Trend Information for the Village of Pellston
Arnnual Percentage

Fiscot Fension of APC Nei Pension
Yeqr Ending Cost [APCY Contributed Obiligation

02-28-05 $ 1,445 100%
02-2%-06 2,214 100% -
02-28-07 1,652 V00% -
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NOTE %

NOTE 10:

NOTES TO FINANCIAL STATEMENTS — CONTINUED

DEFINED BENEFIT PENSION PLAN - CONTINUED

Schedule of Funding Proaress

Actucnal
Actuaridl Accrued Unfunded UAALasa
Acturiad Value of Licbiity [AAL} AAL Funded Covered Percentage of
Valuation Assets - Infry Age (UAAL Ralio Poyroll Covered Pavrcl
Date o) 19) {tra] {a/b) fc] {lb-al/c)
12/31/04  § N7.45 ¢ 141067 % 23416 83% $ 59,413 40%
12/31/05 129,234 131,449 22215 85% 61,505 36%
12/31/06 : . ! * - *

' Information not curenily avolicble.

LONG-TERM DEBT

The foliowing is a surmmary of the Vilage's long-term debt transactions for the year ended
February 28, 2007.

Amounit Due
Beqinning Ending Within
Balance Addiiions  Reductions Balonce One Year
PRIMARY GOVERNMENT
Governmanial Acltivifies
Bonds and notes payable:
General obiigation bonds $ 365000  $303ICO 0§ 450000 3 623000 0% 55300
Promissory notes 45,000 {3,000 40,000 5,000
Total govemmeantal activities
long-term liabilities § 410,000  $305000 § (300000 § 645000 % 40,300

Long-term liabilittes poyable ai February 28, 2007 is composed of the foliowing individual issues:
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NOTES TO FINANCIAL STATEMENTS — CONTINUED
NOTE 10: LONG-TERM DEBT - CONTINUED
Bonds and Notes (Governmental Activities):

$475.000, 1996 general obligation bonds due in onnual install-
menfts of $35,000 to $55,000 through May 1, 2011, interest
at 5,40 10 5,920 percent. $ 245,000

$150.000, 1996 Michigon Transportation general obligation
bonds due in annual installmenis of $10,000 to $20,000
through May 1, 2011, interest at 5.40 1o 5.90 percent. 75,000

$305,000 2007 general obligafion bonds due in annugl install-
ments of $5.300 to $17.400 through Septermber 1, 2036 interest
at 4.30 percent 305,000

$54,000. 2003 promissory note due in annua! insiallments
of $3,000 to 35,000 through October 1, 2013, interest ot 40.000
4.50 percent.

Total governmental activiiies long-tem lickilifies 3665000

The annual requirements to amoriize all general obligadion tonds and notes ouistanding, as of
February 28, 2007, are as follows:

Annual Reguirements to Amortize Outstanding Bonds and Notes
Fabrucry 28, 2007

Year Ending Generc Chiigation Notes
February 28 Srinzipol Interest Principal Imigrest
2008 3 55,300 % 34,809 3 5,000 $ 2025
2009 £5,600 26,509 5,000 2,025
2010 70.800 23,159 5,000 2,025
2011 76,100 19,024 5,000 2,025
22 81,400 14,549 5,000 2,025
20132017 34,200 57,139 15,000 6075
2018-2022 45,000 48,507 - -
2023-2027 56,200 37,747 - -
2028-2032 70,100 24,354 - -
2033-20346 68,300 7,605 - -
Total % 625,000 % 295,402 ) 40,000 $ 16,200

NOTE }1:  RESERVE FUND BALANCES/RESTRICTED NET ASSETS

Major Governmenfal Funds

Reserved for debft service - The Debt Service Funds have $87, 406 reserved for debt service and
related costs.

Reserved for Vilioge Hall project - The Vilage Hall fund has $308.314 reserved for remodeling
costs of the Village Hall,
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NOTE 12:

NOTE 12:

NOTES TO FINANCIAL STATEMENTS — CONTINUED

RISK MANAGEMENT

The village is exposed to various nsks of 1oss retated 1o forts, theft of, domage fo and
destruciion of assets; erors and omissions; injuries fo employees and notural disasters.  The
Village belongs to the Michigan Municipal League Liaoility and Property Pool, a public entity
risk poot currently operating as @ common sk management and insurance program for
various municipdities throughout the siaie. The Viloge pays an annual premium for its general
insurance coverage. The pool is self-susicining through member premiums and reinsures
through commercial companies for claims in excess of $300.000 for 2ach insured event,
Although the Vilage could be assesseo charges beyond the annual premium, the likelinood of
receiving such an assessment isminimat, Setiled claims have not exceeded coverage inany
of the past three years.

SUBSEQUENT EVENTS

in March 2007, the Vilage was awarded a 320,500 grani by Emmet County Revenue Sharing
Board to be used for purchasing and iraining of a jaws unit.

In April 2007, the Vilage commiited 334,000 to the Peliston Downtown Streetscape and Trail
Corridor Project.
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Village of Fellston

Required Supplemental Information
Budgetary Comparison Schedule

General Fund

Fer the Year Ended February 28, 2007

Beginning of year fund balance

Rescuices (inflows)
Property taxes
Sicte shared revenues
Charges for services
interest ong rentals
Sole of property
Other

Amounts available Tor appropriation

Charges fo appropriations {outilows)
General government
Council
Presictent
Clerk
Tredasurer
Eteciions
Villggs hatl.
Village proper
Legal
Other
Putlic safety
harshall
Public works
Deportment of public works
Sidewaiks
Street lighting
refuse collection/disposal
Clzan up
Health and weliare
Friendship Cantfers
Community and economi¢ development
Planning and zoning
Economic gevelopment
Racreation and cuttural
Parks and recreaiion
Liborairy
Histarical
Capital Outiay
Transfer to Fire Fund

Total chargss to approprictions

Ending budgetary fund batance

Ses accompanying notes to the basic financial stolements.

Budaeted Amounts

Varance with

Actual Final Budgef
Original Final Arnounts Over/{Under)
$ 185412 $ 1854612 § 122,684 % {62,928)
112,000 112,000 132,388 20,388
88.600 88,600 90,717 2117
400 400 1,145 745
5.500 5,500 5391 (109}
- - 77,825 77.825
1,600 1,600 4417 2817
393712 393,712 434,569 40,857
2,800 2.800 2.870 70
7,400 7,400 7.622 222
11,300 11.300 14,291 2,991
6,600 600 6,139 {461}
1,000 1,000 - {1.000)
11,500 11,500 9.34% (2.151)
20,700 22.301 20,032 (2,269}
4.000 4,000 31580 {850]
16,500 16,500 4,755 [9,745)
5.000 5,500 - (5,500)
61,700 61,700 34,193 [27.,507]
5.000 5,000 - {5,000}
15,000 15,000 14,486 {514)
1.500 1,500 1,714 214
6,000 8,684 8.684 -
2,700 2,700 1,200 {1,500)
4,000 4,550 4.425 (125}
5,000 5,000 200 {4.800}
23,700 27,883 26.754 (1.129)
500 S00 500 -
2,600 4,600 3,979 1621
26,000 61,000 85.879 24,879
21,600 26,600 20,000 [6.600)
262,100 313,618 272,224 [41,394)
3 131612 $ 80,094 $ 142,345 % 82,251
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Village of Peliston

Required Supplemental information
Budgetary Comparison Schedute

Major Sireet Fund

For the Year Ended February 28, 2007

Budgsted Amounis

varignce with

Actual Fingl Budget
Oniginal Final Amounts Over/Under)
Beginning of vear fund balance % 38,500 $ 38500 $ 24,563 3 {13,937)
Resources (inflows)
State shared revenuss 41,000 41,000 47 624 6,624
Interest income 280 280 207 {73)
Arncunts avoiloble for approprication 79.780 79.780 72,394 {7,386}
Charges to appropriations {outflows)
Public works - )
Road repair and maintenance 36,500 34.500 48,299 11,799
Transfar to debt service fund 7,500 7,500 AR {1.289}
Transfer to local street 5,000 5.000 2,500 {2,500]
Total charges 1o appropnations 49,000 49,000 57.000 8,010
Ending Budgetary tund balance 3 30.780 $ 30,780 3 15,384 3 {15,3%94)
See aooompanying notes to the basic Iinancial statements. 26



Viliage of Peliston
Required Supplemental Infermation
Budgetary Comparison Schedule
Lecal Shreet Fund
for the Year Ended February 28, 2007

Budgeted Amounts Variance with
Actuat Final Budget
Origingl Finoi Amounts Over/{Under)
Beginning of year fund balance $ 7.501 $ 7,501 3 7128 $ (373)
Resources {infiows)
State shared revenuss 28,000 28,000 30,922 2,522
Interest income S0 50 250 200
Transfer from mojor streed 5,000 5,000 2,500 {2,500}
Armounts avallable for gppropriation 40.551 40,55) 40,800 249
Charges fo appropriations (oufflows)
Public works
Road repair and maintenance - 32,000 32,000 25,653 [6,347)
Transter to debt service fund 7.500 7,500 - (7,500)
Totol charges 1o appropriations 39,500 39.500 25,653 [13.847}
Ending Budgetary fund balance N 051 3 1,051 $ 15,147 % 14,096

See gccomoanying notes to the basic financiol stotements, 27



Viltage of Pellston
Required Supplemenial information
Budgetary Comparison Schedyle
Fire Fund
- for the Year Ended February 28, 2007

gudgeted Amounts Variance with
Actual Fincl Budget
Original Final Amounts Over/{Under)
Beginning of year fund balance $ 45,305 3 45305 $ 29,921 $ (15,384)
Resources (inflows}
State granis 1.500 1,500 775 (725
State shored revenues - - : - -
Confributions from local units 3.500 3,500 949 (2.551)
Chaorges for services 60,076 60,074 59772 (304)
Transfer from General Fund 30,000 30,000 20,000 {10,000}
interest income 200 200 866 b6
Amounts avaitable for appropriation 140,581 140.581 112,283 [28,298)
Charges to appropriations (outilows}
Public saighy 84,080 83.080 58,444 [24,634)
Debt service 7,425 7125 7.025 (100)
Transfer 1o building/sinking fund 3.400 3,400 3,400 =
Tronster to fire sinking fund 20,000 20,000 10,775 [9.225)
Total charges 1o approprictions 114,605 113,605 79,646 (B355%)
Ending budgetary jund balance 3 25976 & 26976 $ 32437 $ 5,641

See GCCOMPAnYing notes to the basic financial siatements, 28



% Hill « Schroderus & Co., LLP
= Certiied PUblic Accountants & Consui:ants
July 24, 2007

COMMUNICATION OF SIGNIFICANT DEFICIENCIES AND MATERIAL WEAKNESSES IN INTERNAL
CONTROL AND OTHER MATIERS

Village President and Council
Villkoge of Pelision
Emmet County, Michigan

In planning and pertorming our audit of the financial statements of the governmental activities,
the discreiely presented component unil, and sach major fund of the Villoge of Pellston as of
and for the year ended February 28, 2007, In accordance with audiling standards generally
occepted in the United $totes of America, we considered the Village of Pellston's internol
control over financic! reporting {internal control} as a basis for designing our auditing procedures
for the purpose of expressing our opinions on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of ithe governmental unit's internal control,

Accordingly, we do not express an opinion on the effeclivensss of the governmental unit's
internal control.

Our considergiion of infemal contfrot was for ihe iimited purpose described in the preceding
paragrach and would nat necessarily identify all deficiencies in internal conirol thot might be
significant deficiencies or material weaknesses. However, as discussed below, we ideniified
ceriain deficiencies in internal control that we consider to be significant deficiencies and other
deficiencies in infernot control that we consider o be maierial weaknesses.

A conkol deficiency exists when the design o ¢peration of a conirol does not allow
management or employees, in the normaol course of performing their assigned funchions, 1o
prevent or detect misstalemenis on @ timely basis. A significant deficiency is o controt
deficiency, or a combinaiion of conirol deficiencies, that adversely affects the entity's ability 1o
initiate, authorize, record, process, or report financial data reliably in accordance with generailly
gccepled accounting principles such thail there s more thon o remote likelihood that ¢
missiatement of the eniity’s finoncial statements that is more thon inconseguential will not be
prevented or defected by the enlity's infernal control. We consider the following deficiencies o
e sigrificant deficiencies in infernal control,

Organization of Records: As we praeviously noted in a similar communication on September 14,
2005, the organizaiion of the Village's records should be improved so thot the clerk has custody
of oll origingl documents perfinent 1o the Village's financial management. We noled that the
fire department maintgins records on various grants; the freasurer maintains paid invoices; the
bond atforney had to be coniacied for bond informaiion. etc. The new Vilage offices should
provide an opportunity for the clerk to collect original documents for crganized filing. These
should be kept in central village files with coples mainiained as necessary by ofhers.

923 Spring Street &« P.O. Box 695 & Petoskey, M1 49770 ¢ 231-347-4136 & Fax: 231-347-4147 ¢ F-mail: staffname@hs-ca.com



Treqgsurer and Clerk: The fregsurer and clerk should meet on a regular basis to reconcite their
records. We nofed thal the clerk is not always aware of deposits before month end, intended
bonk fransfers do not always occur timely resulfing in NSF chorges, that some invoices were paid

twice {see organization of records above) and that not alb cash balances were reconciled to
the clerk’s frial balance ot year end.

Fixed Asset Accounting: The Village should keep records of assets that are purchased and sold
each year, categorized by fund and type, ie., land, buildings, equipment and vehicles.
Addifionally, the kst should include the purchase dole and cost. The Council should adopt a
capitaiization policy to support the amount of $5.000 used io prepare the financial statements or
some other reasonable amount for their situgtion.

A maierial weakness is a significonf deficiency, or a combination of significant deficiencies, that
resuls in more than a remote iikefihood that a material misstatement of the financial statements
will not be prevented or detected by the entity’s internal confrol. We believe that the following
deficiencies constitute maierial weaoknesses:

External Finangicl Reporting: The Vilage does not have the expertise to prepare financial
staotements in accordance with generally accepted accounting prnciples. According 1o newly
issued cuditing standards this inability 1o prepare financial statements in accordance with
generally accepied accounting principles is an indicator of a significant deficiency and @ strong
indicator of a materiol weakness in internal controf.

we did note the Village's management does prepore and monitor the annual budget. The
accounting system which is designed primarily for budgetary purposes is also used as the source
informafion in preparing the financial statements in accordonce with generally accepted
accounting principies with some adjustment, format difierences and note disclosures.

Interfund Balances: The due to and due from ofher fund accounts should be reconciled on ¢
reqular basts to determine they balance between funds and to franster the cash as necessary in
an effort 1o eliminaie these as soon as possible.

We have also noted other matters for your consideration:

General Eguipment Fund: The Village currenily mainiains an internal service fund for eguipment
as well as o General Egquipmen! Fund, Keeping another set of fund records should be

vnnecessary, A designation in an existing fund for future specific eguipment purchases should
e sufitcient,

Compuier Usoae: The Village computer should be updaied fo aliow for access 1o the internet
with appropriate virus protection o allow for updote of the Village's websiie, etc. Curmently,
Vilage personnel are using their own personal computers for some Village computer activity.

This communicalion it intended solely for the informalion and use of management, Village
Council, olthers within the organization, and State of Michigan and is not intended o be and
should not be used by anyone other than these specified parfies.

HiLL, SCHRODERYS & CO.
Cerlified Pubiic Accounts



